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Sae-Jung Kim 


This study examines political consequences of the liberal 
trade order, whose institutionalization has been further pro- 
moted under the World Trade Organization (WTO). The arti- 
cle shows that the new liberal trade order will not necessarily 
bring about the positive political effects foreseen by some 
observers. On the contrary, it is likely to have a number of 
significant, negative political consequences at the national 
and international levels. In particular, serious social cleavages 
and political conflict may result from the asymmetric distri- 
bution of gains and costs among different classes and indus- 
trial sectors that tend to accompany economic globalization. 
To prevent such negative political consequences, Korea 
should take necessary measures in advance. Bringing various 
social forces into a form of corporatist arrangement can be 
considered as a viable alternative. 


The Politics of Economic Globalization 


Globalization is a multidimensional process in which eco- 
nomic, political, social, and cultural relations across borders 
intensify. Economic globalization, as Holm and Sorensen point 
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out, goes beyond the intensification of interdependence between 
national economies. It is “a qualitative shift toward a global eco- 
nomic system that is no longer based on autonomous national 
economies but on a consolidated global marketplace for produc- 
tion, distribution and consumption.”’ In this sense, economic 
globalization includes profound change in which the global 
economy becomes more autonomous and its power to control 
and dominate over national economies increases.* Thus, it 
would inevitably lead to the erosion of the nation-state’s control 
over its economy and society.* 

Among the forces that have promoted economic globaliza- 
tion are the scientific-technological progress and maturation of 
capitalism. Constant advances in science and technology since 
the industrial revolution have brought about revolutionary 
developments in transportation and communication, which in 
turn facilitate the rapid movement of human and material 
resources, and diffusion of information, across national bound- 
aries. The development and expansion of capitalism is another 
driving force of economic globalization. Its key characteristics 
include the ceaseless pursuit of profits and accumulation of cap- 
ital, which result in the increased mobility of capital, goods, and 
technology across borders.’ 

Globalization in such a sense can be called “spontaneous 
globalization,”° since it is not designed and controlled by any 
particular social forces or groups. If spontaneous globalization 
does not deter individual actors from taking an unpredictable 
course of action of their own choice, it would be faced with the 
problem of irrational transaction costs. One type of response to 
the problem at the international level is the multilateralist 
attempt to manage economic globalization by institutionalizing 
it. The World Trade Organization (WTO), inaugurated in 1995, 
represents the multilateralist-institutionalist approach to the 
management of the economic globalization process.® 

Prior to the advent of the WTO, various efforts were made 
institutionalize and manage economic globalization. The Gener- 
al Agreement on Tariffs and Trade (GATT) was the major 
instrument for this task in the trade issue-area. As explained 
below, the WTO attempts to reinforce the liberal trading system 
based on multilateralism, by making up for the shortcomings of 
the GATT framework. 
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It has been widely held that the liberal trade order, which 
would be significantly strengthened by the introduction of the 
WTO, should lead to the promotion of economic growth and 
individual welfare at the global level through the maximization 
of efficiency in allocating factors of production. Moreover, eco- 
nomic globalization is expected to reduce military threats and 
the possibility of war, on the grounds that increased interdepen- 
dence should reduce incentives to employ military means in set- 
tling disputes, and should provide the opportunity for states to 
give policy priority to economic objectives.” There also exists a 
strong debate over the effects of economic globalization on 
domestic political structures and processes.* Some argue that 
economic globalization, by raising people’s living standards, 
and diffusing the market principle into the political arena, 
should contribute to the consolidation of democracy and politi- 
cal stability. 

As will be elaborated in detail later, the process of globaliza- 
tion under the WTO-based order is, however, likely to be 
uneven both in its intensity and geographical-sectoral scope.’ 
This uneven globalization will inevitably produce unequal 
opportunities and costs, political as well as economic, for indi- 
vidual actors. It is self-evident that such an uneven process of 
globalization, with accompanying unequal and asymmetrical 
distribution of its costs and benefits across regions, states, and 
sectors, will have significant political effects both at the national 
and international levels. 

This study offers a different understanding of the potential 
political effects of economic globalization with the advent of the 
WTO. The article focuses on three aspects of the issue. The first 
is the international political implications of economic globaliza- 
tion under the strengthened multilateral trading system. A liber- 
al trade order could result in an increased disparity in the distri- 
bution of wealth and power among states, which would repro- 
duce, on an expanded scale, the existing hierarchical power (or 
domination-subordination) relations among them. It could also 
lead to the deepening of the so-called neo-dependency relation- 
ship between the advanced capitalist and developing countries 
by amplifying the latter’s vulnerability.” 

The second implication of globalization concerns domestic 
political structures and processes. Should economic globaliza- 
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tion aggravate uneven development at the global level, it would 
certainly have unequal outcomes across social classes, economic 
sectors, and regions within the state. In certain cases, this could 
become a major threat to individual states’ sociopolitical integra- 
tion. And for some states, the hasty introduction and expansion 
of the market economy under increasing international pressure 
to conform to the norms and rules of multilateralism might be 
accompanied by serious problems in social exclusion and grow- 
ing discontent among the alienated. In such a case, then, there 
might be some prospects for the advent or reappearance of an 
authoritarian political system that makes the restoration of 
social stability its raison d’étre. 

Third, the reinforcement of the multilateral trading system 
raises questions about the relevancy of modern theories of 
democracy. The key principle of modern democracy is that of 
popular sovereignty. Popular sovereignty implies that public 
policies that affect the lives of people should be decided upon 
by those to whom the people mandate sovereign power through 
lawful procedures such as elections. As discussed later, howev- 
er, as the multilateral trade order becomes institutionalized and 
economic globalization intensifies, important decisions affecting 
the lives of people will tend to be made by those who do not 
have such a popular mandate. 

This article also investigates the political effects of economic 
globalization under the strengthened multilateral trade order. It 
concludes with a brief discussion of the implications of econom- 
ic globalization for the Korean political economy. 


The WTO and Institutionalization of 
the Multilateral Trade Order 


Before examining the political implications and effects of 
the WTO-based multilateral trading system, it is necessary 
briefly to review the major features of the WTO system. The 
WTO system was created in 1995 as a result of the prolonged 
seven-year GATT negotiations, the so-called Uruguay Round. 
The WTO has moved toward overcoming major shortcomings 
under the GATT system by introducing a stronger and more 
comprehensive liberal trade regime. In comparison with the 
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GATT system, the WTO is an effort to reinforce the multilateral 
trade system in three important ways.” 

First, the WTO significantly enlarged the scope of the multi- 
lateral trading system by expanding the trade agenda to include 
nearly all areas. Under the WTO system, important areas not 
previously covered under the GATT system—agricultural prod- 
ucts, textiles and clothing, services, intellectual property rights, 
trade-related investment measures—have become subject to 
multilateral negotiations and rules. 

Agriculture has long been regarded as one of the most 
important areas blocking the way to the strengthening of a liber- 
al trade order. In many countries, the agricultural sector has 
been heavily protected and subsidized by governments, due 
mainly to strong political pressure from the farming population. 
Therefore, the inclusion of the agricultural sector in the scope of 
the WTO system can be regarded as a major step toward the 
institutionalization of a liberal trade order. The service sector 
has been growing so rapidly that it now encompasses a major 
proportion of international trade, and is now on the agenda of 
the WTO. In addition to the familiar areas of finance, telecom- 
munications, and transportation, the service sector also includes 
new ones such as accounting, design, and advertising. Trade- 
Related Investment Measures (TRIMs) and Trade-Related Infor- 
mation Properties (TRIPs) are other important areas that became 
subject to the multilateral negotiation process of the WTO. 

Second, the WTO is distinctive in its strict, institutionalized 
rules of trade. The WTO enhances clarity in interpreting and 
applying the rules of trade by revising those articles and clauses 
of the GATT Accords that are too ambiguous or lack specific 
penalty provisions.’* Under the GATT system, those articles and 
clauses have been either unused or abused. In particular, the 
WTO brings a greater specificity to anti-dumping measures that 
have long been used to restrict imports.’* More restrictions will 
be laid on subsidies that are widely used to promote exports and 
protect infant industries on the grounds that they distort free 
trade. Under the GATT, VERs (Voluntary Export Restraints) and 
OMAs (Orderly Marketing Agreements) were increasingly 
employed as protectionist measures once tariffs were substan- 
tially reduced through several GATT negotiations. Now, under 
the WTO, VERs, and OMAs are to be prohibited. The WTO will 
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also clarify and strengthen the multilateral rules regarding other 
non-tariff barriers, including technical barriers, rules of origin, 
and safeguards. 

Third, the WTO has created a strengthened dispute settle- 
ment mechanism, which has the status of an international orga- 
nization. The WTO can therefore be regarded as having made 
major progress toward the institutionalization of the multilateral 
trading system. It improves upon the GATT system, which 
lacked an organizational framework to oversee and administer 
the GATT Treaty as well as a number of additional agreements. 

In certain respects, it may be too early to discuss the effects 
of the new institutions and rules of the WTO. It will take about 
ten years before the rules of the WTO come into effect. At the 
same time, there remain many things to be done to formulate 
the rules in some areas such as TRIMs, labor, and competition 
policies. 

Nevertheless, there already are signs of the WTO’s impact. 
WTO membership has grown from 92 countries in 1995 to 126. 
About 30 more countries, including China and Russia, are in 
negotiation to become new members. In 1995, the volume of 
world trade recorded an 8 percent growth rate, four times larger 
than the world GDP growth rate. World foreign direct invest- 
ment (FDI) amounted to $315 billion, an increase of 40 percent 
over the previous year.” These changes may be regarded as 
early signs of progress toward a more developed multilateral 
trading system under the WTO. 


The Multilateral Trading System 
and International Politics 


As mentioned above, the WTO is expected to contribute to 
the reduction of transaction costs in world trade, and thereby 
further accelerate the ongoing process of economic globaliza- 
tion. Without doubt, economic globalization will have a signifi- 
cant effect on political structures and processes both at the 
national and international levels. In this section, its potential 
impacts upon international politics are discussed. 
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The Optimistic View 


To begin with, it is necessary to examine the optimistic 
assessment of the prospective effects on international politics of 
the WTO trade order. In brief, the optimistic (or “neo-liberal”) 
assessment holds that an institutionalized multilateral trade 
order improves the international security environment by 
reducing conflict and the chances of war between states. 

It is assumed, first of all, that WTO will maximize efficiency 
in the allocation of factors of production at the global level, 
which have been distorted by various protectionist barriers, and 
thereby raise income levels worldwide. The second assumption 
is that a multilateral trading system will also lead to the intensi- 
fication of economic interdependence between economic actors, 
including states. The third assumption is that the autonomy and 
role of the state in international relations will decline as the mul- 
tilateral trade order becomes institutionalized and economic 
globalization proceeds. 

As noted, the volumes of both FDI by multinational corpo- 
rations and world trade have rapidly increased since the advent 
of the WTO. This may support the optimists’ assessment regard- 
ing the intensification of economic interdependence, the increas- 
ing role of multinational corporations in the world economy, 
and the diminishing role of states in international economic rela- 
tions. According to the optimists, as these changes interact with 
one another, they contribute to the establishment of a peaceful 
international security environment in a number of ways. 

The increased free mobility of the factors of production pro- 
vides individual actors, including states, with greater opportuni- 
ties for acquiring wealth, which would lead to the intensification 
of worldwide economic competition. Especially under the cur- 
rent post-cold war international system, states become bound to 
give their top policy priorities to the acquisition of wealth. At 
the same time, increased economic interdependence is expected 
to extend mutual interaction between national economies and, 
thereby, increase the opportunity costs of military conflicts 
between states.'® Furthermore, the expanded role of an increas- 
ing number of non-state actors in the global political econo- 
my—including multinational corporations and nongovernmen- 
tal organizations (NGOs)—will tarnish the traditional Realist 
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concept of national interests, and thus will also impair the con- 
cept of national security, whose primary objective is the protec- 
tion of national interests. The probability of armed conflict 
between states may, in this view, be reduced.” 

In reality, however, despite growing economic interdepen- 
dence between states, inter-state conflicts over territorial issues 
and regional hegemony are not decreasing. In East Asia, for 
example, an arms buildup, the fiercest since World War II, was 
taking place until the 1997 financial crisis. There are numerous 
potential sources of armed conflict that lay the foundation for an 
arms race: persistent tension on the Korean peninsula as well as 
between China and Taiwan; Sino-Japanese competition for 
regional hegemony; and the territorial disputes over the South 
China Sea and the Spratly Islands between China and several 
ASEAN (Association of Southeast Asian Nations) countries.” 

The rapid buildup of military capabilities in East Asia has 
been undertaken in the midst of increasing economic interde- 
pendence in the region. As East Asian staics pursue outward- 
oriented economic policies more actively and the multilateral 
trade order becomes further reinforced under APEC (Asia-Pacif- 
ic Economic Cooperation) and the WTO, economic interdepen- 
dence in the region has intensified. This implies that increased 
economic interdependence between states does not always lead 
to the reduction of inter-state conflict in which vital national 
interests, such as those related to territorial or sovereign issues, 
are at stake. In confrontations over vital national interests, states 
alone take action. In this respect, the argument for the state as 
the major actor in international relations is still valid in an era of 
increasing economic interdependence and globalization. 

Moreover, in international economic relations, there is no 
strong sign of the decreasing role of the state. Even after the 
advent of the reinforced liberal trade regime under the WTO, 
countries have been seeking ways to strengthen the competitive- 
ness of their national economies and promote their own firms’ 
inroads into foreign markets. The so-called “aggressive unilater- 
alism” of the United States stands out in this regard. 

The above discussion shows that, in spite of the progress 
made in strengthening a multilateral trade order under the 
WTO, inter-state conflict over vital national interests has not 
been decreasing. It also demonstrates that the basic nature of 
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international relations is anarchic: There exists no public author- 
ity under which inter-state conflicts can be significantly reduced 
or peacefully settled. Even in an era of increased interdepen- 
dence and globalization, in short, the pursuit of national securi- 
ty, increased military capabilities, and greater national wealth 
remains the key task of individual states. 

The persistent importance of the state as the key actor, and 
the continuing primacy of national security issues in internation- 
al relations, direct our attention to the problem of relative gains 
in a liberal trading system. As the liberalist theories maintain, 
the extension of a multilateral trading system could provide all 
the member states with greater opportunities for economic 
growth and increase in income. In other words, it could bring 
absolute gains to every member state. At the same time, howev- 
er, under WTO, it is also likely to amplify the problem of rela- 
tive gains.” 

In fact, a report on the prospective long-term effects of the 
WTO, predicts that, although the WTO system will bring abso- 
lute gains on a worldwide scale, it will also promote an 
increased gap in gains between the advanced capitalist and 
developing countries.” The WTO system needs to pay attention 
to the political implications of this gap. Any significant disparity 
in wealth between states could lead to unequal power relations 
between them. In particular, since states’ economic capabilities 
can be easily converted into military ones, the increased dispari- 
ty in national wealth could accentuate unequal power relations 
of domination and subordination between states. 


The Vulnerability of National Economies 


The WTO order could also exacerbate unequal and asym- 
metric power relations between states by deepening external 
dependence and increasing the vulnerability of those states with 
relatively weak competitive positions in the world economy. 
Several classic studies very capably explain how an asymmetri- 
cal economic relationship between states can be created and can 
transform into power relations of political domination and sub- 
ordination.” They show, for example, that Nazi Germany and 
the former Soviet Union employed the policies intended to 
transform their neighboring countries’ economic structures for 
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the purpose of increasing dependence upon them.” 

The vulnerability of national economies arises in their rela- 
tions not only with other national economies, but also with for- 
eign firms, particularly multinational corporations. Under the 
WTO system, those multinational corporations with over- 
whelming competitive power in such areas as high-technology 
industries and services have greater opportunities for sweeping 
over the global market. As a result, a number of states will prob- 
ably depend increasingly on those multinational corporations in 
the strategic industrial sectors, the kernel of their production 
systems and national security.” 

A United Nations report published in October 1996 points 
out that an explosive increase in FDI by the advanced capitalist 
countries is greatly indebted to the changes in the world trading 
system brought by the advent of the WTO.” Such a trend indi- 
cates that these multinationals are successfully expanding their 
penetration into the strategically important industrial sectors of 
other countries. In February 1997, for instance, an agreement 
was made to liberalize the world telecommunications market, 
which is expected to grow into a $1.1 trillion sector by the year 
2000.” As a result, it is predicted that the world telecommunica- 
tions market will be put under the oligopolistic control of a few 
powerful multinational corporations,” meaning that the nerve 
system of most states will be controlled by foreign corporations. 
In that case, the autonomy of those states that do not possess 
any advanced telecommunication technology will be damaged. 
In December 1997 an agreement was made through multilateral 
negotiations regarding the financial sector, which includes bank- 
ing, insurance, and fund management and whose revenue runs 
to trillions of dollars. The new agreement, which comes into 
effect in 1999, will provide international capital and financial 
cooperation between advanced countries to produce unprece- 
dented opportunities in new markets. It will rapidly increase the 
vulnerability and foreign dependence of those countries lacking 
competency in those areas.” 

In sum, the intensification of economic interdependence has 
not been leading to the decreasing importance of vital national 
interests in international politics, including national security. In 
fact, the strengthening of the multijateral trade order under the 
WTO could result in the reinforcement of the asymmetrical 
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power relations between states by aggravating the problem of 
relative gains and the economic vulnerability of most states. 


Multilateral Trading System, Neo-liberal Policies, 
and Domestic Politics 


The liberal trade order under the WTO will also have 
important consequences for states’ domestic political structures 
and processes. As in the case of its effects upon international 
politics, there exist two contrasting views on the domestic politi- 
cal consequences. To summarize, those views emphasizing the 
positive effects of a liberal trade order maintain that it would 
contribute to the individual states’ political stability and consoli- 
dation of democracy.” These positive effects are expected to 
result from an increase in national income and diffusion of the 
market principle into the economic, political, and cultural areas 
of societies. 


The Neo-liberal View 


A liberal trade order, it is said, can realize the effects of an 
income increase in individual states through more efficient allo- 
cation of resources at the global level.” This helps a state to 
demonstrate the efficiency of its own political system and thus 
to promote political legitimacy and social integration. Moreover, 
an increase in income should, it is further said, promote the for- 
mation and expansion of the middle classes which in turn will 
have positive effects upon the individual state’s political stabili- 
ty and democratic consolidation. The middle class greatly 
expands as a consequence of economic development, raises its 
educational level, tends to be more active in politics, and 
assumes critical attitudes toward repressive political systems. At 
the same time, however, it is inclined to resist radical sociopoliti- 
cal changes because of its determination to safeguard its newly- 
won social status.” 

The institutionalization of a liberal trade order also helps 
democratic consolidation through the expansion of the market 
principle in individual states. The policy priorities of states are 
directed at the promotion of competitiveness of their national 
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economies, which makes inevitable the introduction of neo-lib- 
eral economic policies. The policies of the Keynesian welfare 
state, which aim to promote economic growth and welfare 
through the state’s active intervention, have been criticized— 
especially since the 1980s—for inducing overall inefficiency in 
the economy. According to the criticism, such inefficiency 
results from the increasing tendencies accompanying Keynesian 
policies: the abuse of state power and rent-seeking behavior of 
the actors in the national economy. Thus, neo-liberal policies, 
whose key objective is the restoration of a free market economy, 
have been regarded as being indispensable for the advancement 
of national economic competitiveness. 

In addition, as the institutionalization of the free-trade order 
under the WTO proceeds, member states become more and 
more compelled to harmonize their own institutions and rules 
with those of the WTO. This creates another major factor that 
promotes the expansion of free-market principles at the national 
level. For most states, in fact, liberalization of foreign economic 
policies, called for by the WTO, cannot be fully realized without 
an adequate level of internal deregulation. Thus, in the theoreti- 
cal and practical sense, external liberalization and internal 
deregulation are two sides of the same coin.”! 

It is further maintained that the diffusion of market-econo- 
my principles within the state will promote the institutionaliza- 
tion of democracy. This argument is based on the assumption 
that the institutions of both the market economy and political 
democracy operate under similar organizational principles. As 
the market economy allows individual actors to make their own 
choices for maximizing their economic interests, democracy per- 
mits them, through elections, freely to choose the candidates 
and policies they prefer. Moreover, the diffusion of market prin- 
ciples into society is functional in consolidating democracy as it 
has a tendency to prevent rent-seeking behavior, thereby mak- 
ing society more transparent.” 


The Undemocratic Effects of the Liberal Order 
On further reflection, however, the institutionalization of 


the liberal trade order under the WTO would not necessarily 
have such positive effects on political stability and democratic 
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consolidation. Such skepticism is based, first of all, on the 
assessment that the liberal trading order will bring about the 
unequal distribution of opportunities and costs across industrial 
sectors and social classes within the state. It can be expected that 
the expansion of the free market economy at the global and 
national levels will provide capital or business enterprises with 
much greater opportunities for accumulating wealth and power. 
It is self-evident, for example, that under the liberal trade order, 
capital or business enterprises will leave those states that impose 
more regulations upon them. Therefore, individual states have 
no other alternative but to compete with other states in provid- 
ing favorable domestic conditions for business. Capital may 
thereby gain the upper hand over the state. 

At the same time, capital’s increasing international mobility 
in the liberal trading system will put it in a much better position 
vis-a-vis labor. Besides the relative immobility of labor across 
borders, the increasing flexibility in economic structures will 
most likely lead to increasing flexibility in the labor pattern, 
through the gradual abolition of the habitual practices of stan- 
dardized contracts on employment and wages, and the intro- 
duction of part-time contracts and an emergency layoff system. 
As a result, it will become harder for workers to maintain soli- 
darity among themselves and take collective action.* 

In short, the introduction of neo-liberal economic policies in 
many states could bring about structured, undemocratic social 
relations, by reinforcing unequal power relations among classes. 
In such a case, the positive effects of the expansion of the middle 
classes upon political stability could be easily overwhelmed by 
those negative effects. 

The introduction of neo-liberal policies tends to be accom- 
panied by downsizing, reduction of public expenditures, and 
abolishment of existing welfare policies, all of which may bring 
about the so-called social exclusion of underprivileged sectors of 
society.“ This, in turn, could threaten sociopolitical integration 
in individual states. In the United States, for instance, about 4.5 
million people have been out of work in recent years due to cor- 
porate downsizing designed to enhance competitiveness. 
Among those laid-off workers, only one-third were able to find 
new jobs paying more wages than previous ones.* High-rank- 
ing government officials as well as labor union leaders in the 
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United States pointed out that such developments seriously 
threaten sociopolitical integration and stability in the long run.” 

It is highly probable that the strengthening of the liberal 
trading system and the introduction of neo-liberal policies— 
including the reduction of public expenditures and deregula- 
tion—will bring about much more serious social fragmentation 
and conflicts in developing countries than the liberal view con- 
cedes. For instance, the anti-government guerrillas in Mexico 
have announced that their biggest enemy is not the ruling gov- 
ernment but the WTO. They perceived that it was the WTO that 
forced the expansion of the market principle, thereby causing 
social exclusion in their country.” 

Furthermore, governments faced with severe social conflicts 
in pushing forward neo-liberal policies could take measures to 
suppress resistance to such policies and restrict the political par- 
ticipation of the resisting groups. In practice, as in many Latin 
American countries, neo-liberal policies tend to be introduced 
through authoritarian procedures such as a presidential decree. 
When a rapid and artificial expansion of the market economy 
takes place in an underdeveloped country, it can undermine 
fragile democracies that may be trying to take root there. 


The Expansion of the Multilateral Trading System 
and Theories of Democracy 


It has been argued above that the institutionalization of the 
multilateral trade order under the WTO could have significant 
consequences for both international and domestic politics. In 
this section, some theoretical problems regarding modern 
democracy raised by such global changes will be discussed. 


Some Implications for Democratic Theory 


The single most important problem that the institutionaliza- 
tion of the multilateral-liberal trade order raises concerns its 
impact on theories of popular sovereignty and the challenge 
such institutionalization poses for the overall validity and rele- 
vancy of modern democratic theories. Theories of modern 
democracy have developed along several lines over a very long 
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period of time, but the most important concept common to all of 
them is that of popular sovereignty. It suggests that sovereignty 
rests with the people, meaning that the legitimacy of the ruling 
power comes only from the consent of the people.” 

In practice, this basic concept implies that the legitimacy of 
any public policy that exerts an influence upon people’s lives 
originates from the fact that the policy is made by those to 
whom the people mandate their sovereign power. In other 
words, only the public policies made by those who were elected 
by, and are accountable to, the people have legitimacy such as 
warrants their compliance. The theory of popular sovereignty in 
this sense has overcome older notions of legitimacy that main- 
tained that a ruler’s power originated either from tradition or 
from the ruler’s charisma. 

The practical consequence of popular sovereignty lay in the 
modern nation-state’s territoriality and autonomy. Territoriality 
came into being after the Peace of Westphalia of 1648, when the 
state was recognized as having monopoly power over the mate- 
rials and people that crossed its border. Within its borders, state 
sovereignty also meant the autonomous power to make its own 
public policies.” 

The preservation of the nation-state’s territoriality and 
autonomy, by clearly fixing the subject of popular sovereignty 
and the domain that the state can control, provides the practical 
foundation upon which the concept of popular sovereignty can 
be actualized. By implication, if territoriality and autonomy are 
not preserved, the popular sovereignty principle may not be 
fully realized. In that case, the relevancy of modern theories of 
democracy based upon the popular sovereignty principle would 
be put in jeopardy. It is true that historically, sovereignty under 
the Westphalian nation-state system has always been compro- 
mised by external forces. As Krasner explains, compromises of 
sovereignty have occurred in various ways, including conven- 
tion, contract, coercion, and imposition.” 

Moreover, the intensification of economic interdependence 
resulting from the establishment of the multilateral trading sys- 
tem after World War II has been accompanied by various phe- 
nomena that inevitably lead to the dilution of the concept of 
state sovereignty. For example, the integration of the world’s 
financial markets, where some significant progress has already 
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been made, has brought about numerous restrictions on the 
state’s autonomy in the foreign exchange and finance areas. The 
expanding role of multinational corporations has narrowed the 
domain of the state’s economic sovereignty, under which the 
direction and content of national economic policies are the 
state’s prerogative.” 

The institutionalized, free-trade order under the WTO poses 
a particularly serious and tangible threat to the sovereignty of a 
nation-state. For instance, the WTO agreement to restrict subsi- 
dization will considerably constrain the state’s autonomy in 
industrial policies. Conventionally, individual states have been 
providing subsidies to protect infant industries and to promote 
industrial competitiveness. Also, the agreement on TRIMs under 
the WTO is expected to greatly limit the authority of the host 
country to regulate the inflow of foreign capital. The Agreement 
on Government Procurement will constrain, to a considerable 
degree, a government’s autonomy in the public sector. It is quite 
certain that the future settlement of multilateral negotiations in 
the areas of investment, competitive policies, and labor will 
bring forth other serious challenges to the territoriality and 
autonomy of the Westphalian nation-state. 

This phenomenon indicates that, as the institutionalization 
of the liberal trade order under the WTO proceeds, public policy 
making will be made by those who neither gain power through 
elections, nor are accountable to the people. The relevancy of the 
popular sovereignty principle could be negated, which in turn 
would bring about a crisis in modern theories of democracy.* 


The Mutilateral Trade Order and Vulnerability 
of Korean Political Economy 


Having examined the domestic and international political 
implications of WTO in a general sense, we turn now to a brief 
examination of the political implications for South Korea. To 
begin with, it is probable that the institutionalization of the lib- 
eral trade order under the WTO will aggravate Korea’s depen- 
dence upon certain trading partners. Furthermore, it will impose 
structural restrictions on Korea’s autonomy in making foreign 
and domestic policies related to territorial and security issues. In 
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that case, Korea is likely to have serious problems in the pursuit 
of its national interests. 

Such concerns could become a reality in, for example, the 
Korea-Japan relationship. Every year since the normalization of 
their diplomatic relations in 1965, Korea has recorded a huge 
bilateral trade deficit with Japan. In 1995, for instance, Korea’s 
annual trade deficit with Japan amounted to $15.68 billion.” At 
the same time, the level of Korea’s dependence on Japanese 
technology, capital, and intermediate goods has been exception- 
ally high. Thus, the two countries typify asymmetry in trade 
relations. Due to the highly negative national sentiment in South 
Korea about such an extremely dependent relationship with 
Japan, and the fear that it could result in Korea’s dependence in 
the political arena, the Korean government has made strong 
efforts to reduce both the bilateral trade deficits with, and its 
economic dependence upon, Japan. Such policy efforts include 
the diversification of importing partners and the banning of cer- 
tain imports from Japan. As of 1995, the Korean government 
banned the import of 187 items from Japan. 

With the advent of the WTO, the Japanese government 
made strong complaints about these import-restricting mea- 
sures, and as a result, the Korean government agreed to reduce 
import restrictions by 10 percent annually.” Under the WTO, the 
Korean government has to reduce subsidies for the development 
of capital goods that substitute for the imports from Japan. 
Therefore, it is more likely that both Korea’s trade deficit with, 
and its dependence on technology and capital goods on Japan, 
will increase. Moreover, the long-held fear of massive inroads 
by Japanese companies into the Korean home appliances market 
began to become a reality, after Korea further lowered import 
tariffs and removed import restrictions under the WTO system.” 

The increased dependence of the Korean economy upon 
Japan will probably weaken Korea’s bargaining power in critical 
situations—for instance, in any future territorial dispute, such as 
over the Tokto Islands.” Korea’s pursuit of its national interests 
in case of Sino-Japanese rivalry over regional hegemony might 
also be constrained. 

In fact, the full operation of the liberal trading system may 
increase Korea’s vulnerability by making it more dependent 
than previously in major sectors of the national economy and 
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state system. Korea’s agricultural sector is one such sector. The 
agricultural sector has important implications for domestic poli- 
tics and national security in every state. However, the WTO 
requires every state to remove non-tariff barriers and reduce tar- 
iffs on agricultural goods. Even though Korea has been given a 
lengthy grace period, the full liberalization of its rice market is 
inevitable, which means that Korea will be dependent upon for- 
eign states in securing necessary foodstuffs. Korea has already 
become heavily dependent upon foreign markets for the import 
of a number of other agricultural products.” Overall, the weak- 
ening of the agricultural sector and increasing foreign depen- 
dence in major agricultural products could bring about national- 
security problems and an unexpectedly heavy economic burden 
following any dramatic hike in future food prices.” 

The Information Technology Agreement concluded in 
February 1997 will also be a blow to Korea’s information and 
telecommunication sectors, as well as to its balance of trade. The 
agreement requires the complete removal of tariffs on informa- 
tion and telecommunication services by the year 2000, and the 
expansion of foreign capital’s proportion of joint ventures in 
these sectors to 49 percent by 2001. Thus, Korea’s information 
and telecommunication sectors are exposed to direct challenges 
from giant telecommunication firms like AT&T. Korean firms do 
not have competing power strong enough to resist and repel 
such challenges.” 

The domination of Korea’s information, telecommunication, 
finance, and investment sectors by foreign multinationals threat- 
ens the national economy and sovereignty.” Korea’s further 
integration into the liberal trading system will result in 
increased dependence upon particular states and increased vul- 
nerability in strategic industrial sectors. As a result, Korea’s 
autonomy in the making of foreign policy and its bargaining 
power in cases of inter-state disputes involving vital national 
interests has probably been damaged. 

In the domestic political arena, the article has argued that 
the institutionalized, liberal trading system could intensify 
social cleavages in some states. Korea’s experience of serious 
political conflict over the issue of liberalizing the agricultural 
sector, in particular the rice market during the Uruguay Round, 
has already demonstrated the negative effects of strengthened 
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liberal trade. 

Another example of Korea’s political vulnerability to exter- 
nal shocks was the severe conflict over the revision of the labor 
law in the 1996-1997 period. Following conclusion of the WTO 
agreement, Korean business circles demanded the restructuring 
of the labor market by introducing the layoff system. Their pre- 
text was that a lifelong employment system was hampering 
Korean competitiveness in the new global economy. After a 
series of acute confrontations among labor, business, and other 
forces, the government railroaded the revised labor law through 
the National Assembly in December 1996. Under the new law, 
the introduction of the layoff system was largely accepted, 
although its implementation was delayed for two years later to 
appease the strong opposition from labor unions.” 

The labor law case primarily shows the intense political 
implications of restructuring issues that arose in relation to the 
institutionalization of a global liberal economic regime. In fact, 
the whole society was convulsed during the labor law revision 
process. The labor law case also confirms the increased power of 
capital in Korea. The Korean government and other social sec- 
tors had to accept the demands of big capital because they were 
aware of the need to strengthen the competitiveness of Korean 
firms and increase the mobility of capital in the WTO system. 
Clearly, the WTO system and the strengthened liberal trade 
order reinforced capital’s superior position in domestic politics. 
Furthermore, in light of the advent of authoritarianism accom- 
panying the introduction of neo-liberal policies in Latin Ameri- 
can countries, the use of oppressive authoritarian measures by 
the Korean government to pass the revised labor law deserves 
attention. 

In sum, the expansion of the strengthened liberal trading 
system under the WTO brings with it various negative conse- 
quences and thorny problems for Korea’s domestic politics and 
foreign relations. To meet such challenges, Korea should make 
every effort to enhance competitiveness and reduce the vulnera- 
bility of the national economy through technological develop- 
ment. In the political dimension, Korea should take necessary 
measures in advance to prevent social cleavages and political 
conflict that could result from the asyminetric distribution of rel- 
ative gains and costs among different classes or industrial sec- 
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tors. Bringing various social forces into a kind of corporatist 
arrangement may be an alternative to social and economic sacri- 
fices. At the least, this articles makes plain that optimistic views 
concerning the political and economic consequences of the WTO 
trade order are not warranted and should be qualified. 
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One of the most uncompromising conditionalities of the IMF bailout 
was the sweeping liberalization of the Korean financial sector. The lack 
of transparent practices in the financial sector was regarded as a major 
cause of its financial crisis. In this sense, the IMF bailout may have posi- 
tive effects on the Korean economy, for its financial sector is compelled 
to go through necessary reforms. In spite of those, however, it is legiti- 
mate to fear that the abrupt liberalization will seriously undermine 
Korea’s own corporate interests by allowing the penetration of its econ- 
omy by powerful and sophisticated foreign players. 

Another important IMF bailout conditionality was the immediate 
enforcement of the layoff system, for a more flexible labor market is 
regarded as one of the prerequisite conditions for attracting badly need- 
ed foreign investment. Negotiations by a tripartite commission com- 
prised of government, business, and labor representatives got under- 
way. Since organized labor stiffly resisted the immediate introduction 
of the layoff bill, the prospects for successful negotiations were poor. 
This also makes the future of Korea’s IMF bailout uncertain. 


